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< Crore FY11 FY12 FY13 FY14
Revenue 170.9 178.1 198.8 2295
EBIT 136.3 151.4 159.9 180.9
Net Profit 91.0 107.5 113.3 128.7
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Z Crore FY11 FY12 FY13 FY14
EPS 30.5 36.1 39.7 445
P/E (x) 41.5 40.2 36.5 32.6
RoE (%) 35.2 31.6 28.3 21.3
RoCE (%) 52.8 445 39.9 39.2
Stock data
Market Capitalization % 4263 Crore
52 week H/L (%) 1470 /532
Equity capital %29 Crore
Face value per share 10
Fll Holding (%) 20.2
DIl Holding (%) 51.7
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Credit Analysis & Research Ltd (CARE)

< 1450
Strong play on rating industry...

We met the management of CARE to further comprehend its business
positioning in the rating industry and general outlook for the industry.
Incorporated in 1993, CARE has steadily gained pace in the past six years
to become the second largest rating player in India after Crisil. Currently,
among top three rating agencies, CARE is a pure play on the rating
business as almost its entire revenues are earned from rating functions.
The company is promoted by domestic financial institutions including
IDBI, Canara Bank and SBI unlike Crisil and ICRA, which have foreign
parents in S&P and Moody’s, respectively. The business model of CARE is
asset light in nature and generates operating cash flow of ~% 100 crore in
a year. As anticipated, with cash of ~¥ 500 crore as on Q1FY15, CARE
announced an interim dividend of ¥ 65/share that was well received by
investors while efficient cash utilisation is boosting its low payout ratio.
Rating business to remain core area ahead; focus to be on SME ratings
As per the management, rating will continue to be the company’s core
area of business for the next few years wherein international expansion is
expected to be seen. The management said they have adequate
resources and are on the look out for any good acquisitions in the
research space. In the rating business, the company, apart from its active
segments of bond market & bank loan rating (BLR) is focusing on the SME
business. Currently, out of its ~600 employees, ~175 are engaged in the
SME business while it is hiring more to develop the segment. It expects to
maintain its market share of ~25%, going ahead. The recently allowed
infra bonds could be a good business opportunity.

CARE has grown at relatively faster pace

CARE's revenue have grown at >30% CAGR to ¥ 230 crore over FY08-14.
This is relatively higher than its peers as it gained market share mainly by
strongly capitalising on the BLR business after Basel Il norms came into
effect post 2008. On the bond rating front, card rate is ~10 bps as initial
fee and ~5 bps of surveillance fee each year. In case of BLR, the initial fee
is ~4-5 bps. The surveillance fee comprises ~50-55% of total revenues.

Stock performance — best among peers in past six months....

In the past six months, the stock has seen a sharp rise (up ~95%), which
was better than other two listed agencies. Recently, Fll holding in the
stock has also risen to 20.2% as on Q1FY15 from 15.7% as on Q4FY14. It
announced a dividend of ¥ 65/share, which was well received by
investors. We believe, with the remaining cash of ~3¥ 250-300 crore, the
company will continue to reward investors ahead as its requirement for
acquisitions (if any) is very low. Though valuations are at peak with P/E of
28x FY16E EPS, we believe due to niche business segment & its strong
positioning, CARE can continue the uptrend from long term perspective.
Exhibit 1: Financial Performance

(Year-end March) FY11 FY12 FY13 FY14
Revenue 170.9 178.1 198.8 229.5
Expenses 40.4 54.9 67.5 85.7
EBIT 136.3 151.4 159.9 180.9
EBIT margin (%) 79.8 85.0 80.4 78.2
PAT 91.0 107.5 113.3 128.7
PAT margin (%) 53.2 60.4 57.0 56.1
EPS (%) 305 36.1 39.7 445

Source: Company, ICICldirect.com Research
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Exhibit 2: Stellar margins at both EBIT and PAT level

With the SME proportion (relatively low margin business)
expected to go up and increasing competition, margins

may decline slightly, going ahead, but are expected to still
remain higher than peers =

53.2
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— EBIT margin PAT margin

Source: Company, ICICldirect.com Research

Exhibit 3: Financial performance trend in past five years
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EBIT margin far superior than peers

A few parameters have played a key role for CARE to deliver superior
margins. It has a higher focus on large and medium sized entities while
Crisil and Icra have a relatively significant presence in the SME segment.
The margins in the SME business are low, since the ticket size is small
and higher manpower is required. The fees in the SME business range
between ¥ 35000 and ¥ 45000. Besides, CARE has an internal centre in
Ahmedabad wherein the data entry job is done by lower cost employees.
It has a relatively lean management at the top and the pay scale is on the
slightly lower side. Also, offices of CARE are mainly equity financed,
which saves lease costs. Going ahead, with the SME business expected
to pick up pace and higher competition, margins may decline slightly.

Relative to peers, a higher proportion (>95%) of its total revenue is
generated from the rating business. The company earns far better EBIT
margin (80%) in the rating business vs. ~45% for its peers.
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Exhibit 4: Return ratios maintained at healthy levels consistently
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Source: Company, ICICldirect.com Research
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RATING RATIONALE

ICICIdirect.com endeavours to provide objective opinions and recommendations. ICICldirect.com assigns
ratings to its stocks according to their notional target price vs. current market price and then categorises them
as Strong Buy, Buy, Hold and Sell. The performance horizon is two years unless specified and the notional
target price is defined as the analysts' valuation for a stock.

Strong Buy: >15%/20% for large caps/midcaps, respectively, with high conviction;
Buy: >10%/15% for large caps/midcaps, respectively;

Hold: Up to +/-10%;

Sell: -10% or more;
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ANALYST CERTIFICATION

We /I, Kajal Gandhi CA Vasant Lohiya CA Sheetal Ashar CA research analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report
accurately reflect our personal views about any and all of the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific
recommendation(s) or view(s) in this report. Analysts aren't registered as research analysts by FINRA and might not be an associated person of the ICICI Securities Inc.

Disclosures:

ICICI Securities Limited (ICICI Securities) and its affiliates are a full-service, integrated investment banking, investment management and brokerage and financing group. We along with affiliates are leading
underwriter of securities and participate in virtually all securities trading markets in India. We and our affiliates have investment banking and other business relationship with a significant percentage of
companies covered by our Investment Research Department. Our research professionals provide important input into our investment banking and other business selection processes. ICICI Securities
generally prohibits its analysts, persons reporting to analysts and their dependent family members from maintaining a financial interest in the securities or derivatives of any companies that the analysts
cover.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and
meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without
prior written consent of ICICI Securities. While we would endeavour to update the information herein on reasonable basis, ICICI Securities, its subsidiaries and associated companies, their directors and
employees (“ICICI Securities and affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities
from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities
policies, in circumstances where ICICI Securities is acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This
report and information herein is solely for informational purpose and may not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial
instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their
receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific
circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment
objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. The recipient should independently evaluate
the investment risks. The value and return of investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities and affiliates accept no liabilities for any
loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the
risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to
change without notice.

ICICI Securities and its affiliates might have managed or co-managed a public offering for the subject company in the preceding twelve months. ICICI Securities and affiliates might have received
compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of public offerings, corporate finance, investment
banking or other advisory services in a merger or specific transaction. It is confirmed that Kaja/ Gandhi CA Vasant Lohiya CA Sheetal Ashar CA research analysts and the authors of this report have not
received any compensation from the companies mentioned in the report in the preceding twelve months. Our research professionals are paid in part based on the profitability of ICICI Securities, which
include earnings from Investment Banking and other business.

ICICI Securities or its subsidiaries collectively do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of the
research report.

It is confirmed that Kaja/ Gandhi CA Vasant Lohiya CA Sheetal Ashar CA research analysts and the authors of this report or any of their family members does not serve as an officer, director or advisory
board member of the companies mentioned in the report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. ICICI Securities and affiliates may act upon or make use
of information contained in the report prior to the publication thereof.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and
to observe such restriction.
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